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HE acute phases of the agricultural crisis of

1920-21 are now liappily passed. The after-

math, in the form of a burden of debt on the

farmers and stockmen, still remains ; and some

thousands of banking institutions in the country districts arc

still in an over-extended condition. But probably at no time

in our history has there been so rapid and extensive an im-

provement in our economic condition as during the past

eighteen months.

The present is an opportune moment to study our recent

experience—to analyze the facts and the forces involved.

Now is the time to determine the features which may prop-

erly be classified as unique and therefore unlikely to recur,

and those which may be attributed to definite changes in

our economic position, internally as well as internationally.

With exact knowledge of the facts and with a thorough un-

derstanding of the complex forces that have been of chief

influence in the recent crisis, we may hope to arrive at sound

conclusions as to what modifications are necessary to adapt

our banking methods and machinerj^ to the needs of agricul-

tural finance.

It is imnnecessary, before this audience, to emphasize the

importance of agriculture as our basic national activity, fun-

damental to all commercial, industrial, and financial oper-

ations. It has been demonstrated, amply though painfully,

during the past two years that in America the stability of

commerce and industry is inextricably interwoven witli a

prosperous agriculture.



Need tor More Gradual Marketing.

In the interesting emergency work of the War Finance

Corporation, we have had an unusual opportunity to observe

the many difficulties and problems that developed in the

various sections of the country, and, through intimate con-

tact with them, to glean something of useful application in

tiie future. The crisis served to emphasize one outstanding

fact—the need for the more gradual marketing of agricul-

tural products, Avith longer term financing to correspond

A\ilh this slower process. Unquestionably, it would have been

advantageous, even under pre-w^ar conditions, to market our

l)roducts more gradually. Under present conditions, it is

more than a matter of advantage—it is an absolute necessity.

If we are to preserve our agriculture, if we are to foster and

develop it to meet the needs of an ever-increasing popula-

tion, we must face this problem squarely.

A generation ago wheat was threshed throughout the win-

ter, and in the natural course of events came on the market

gradually. But power machinery on the farm, motor trans-

portation, and good roads have greatly reduced the time in-

volved in the physical operations of threshing and hauling

to market. This development, coupled with the prevailing

system of short term financing, has resulted in hurrying

the crop to market within a few weeks after the harvest.

But the mere fact that it is physically possible is no reason

why the crop should be forced out of the producer's hands

more quickly than the market can absorb it. This is only

one of many factors which make it necessary to consider

what changes and adjustments should be made in our finan-

cial structure to insure the marketing of the crop in accord-

ance with the consuming demand.

Fundamental Change in Export Markets.

The collapse in agriculture and in the banking situation

in the agricultural districts was characterized by an attempt

to collect loans on farm commodities in too short a period.

It was marked also by a fundamental change in the attitude

and practice of the foreign buyer, brought about by the
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economic situation in Europe. This is strikingly illustrated

by the figures for the movement of export cotton. Before

the war it was the custom of the European cotton merchant

to purchase, during or shortly after the harvest, his require-

ments for the year; and approximately 80 per cent of our

annual cotton exports went forward in the six months from

September to February. But changed economic conditions,

and especially the violent fluctations in international ex-

changes, made it impossible for him to contract ahead for

large supplies and he was compelled to buy on a hand-to-

mouth basis, laying in sufficient stocks only to meet current

needs. As a consequence, since the war only about 50 per

cent of our cotton exports have been going forward in these

same months. In other words, from 1,500,000 to 2,000,000

bales, which ordinarily would have been exported during the

period from September to February, had to be carried over

into the second six months' period.

Failure to understand this radical change in conditions

and to provide means for storing and financing the cotton

in this country had a disastrous effect. Neither the Ameri-

can producers nor the country banks were prepared to assume

the extra burden. Indeed, there was no adequate machinery

for meeting such a contingency. As a result, a disorderly

collapse occurred in the cotton market and several thousand

banks in the cotton growing sections became dangerously in-

volved. Their correspondent banks in the larger centers were

likcAvise embarrassed through inability to collect loans. And,

in a more or less similar way, from various interrelated

causes, the markets for wheat and hogs and cattle and sheep

became demoralized, with identical effect on the banking-

institutions and producers of the West.

Forced liquidation and hasty selling impaired the farmer's

buying power; and this, in turn, brought about a reduced

demand for the products of industry. The adversely inter-

acting forces of weakening finances and weakening markets

resulted in general demoralization. The stockraiser with a

short-time loan was unable to obtain the renewal he needed

in order to bring his animals to maturity; so he had to sell



young stock and breeding animals. The cotton grower, with.

a slow market taking his cotton gradually, was confronted

with the necessity of meeting immediately after the picking

season the bills incurred for the whole year's producing op-

eration. The corn belt farmer, with a bumper crop, could

not get credit for the purchase of feeder stock to which he

could feed his corn. Deposits were drawn down, reserves

were depleted, loans could not be collected, and the stability

of our entire banking structure was more seriously threatened

than many are willing to admit, now that the danger is passed.

The War Finance Corporation.

This was the situation that confronted the War Finance

'Corporation when it began to function under the Agricul-

tural Credits Act of August 24, 1921. That Act authorized

the Corporation to make loans for agricultural purposes to

banking and financial institutions and to cooperative market-

ing associations for periods of not to exceed one year, with

power to grant extensions or renewals for additional periods

not exceeding two years. It filled a gap in our banking ma-

chinery and provided a rediscount facility that was adapted to

the peculiar needs of agriculture during the emergency.

The Act was nation-wide in its application and it was

necessary for the Corj)oration to set up what amounted to

an auxiliary banking system throughout the country. Lead-

ing bankers and business men in the various agricultural

and live stock districts were called upon to serve on com-

mittees, without compensation, to aid the Corporation in mak-

ing its funds quickly available. By the latter part of Octo-

ber, the machinery for administering the measure was in

good working order, and from then on the Corporation ap-

proved loans in steadily increasing volume. During the pe-

riod from November, 1921, to January, 1922, they reached

an average of more than $2,000,000 a day.

Up to September 15, 1922, the Corporation had authorized

nearly 7,000 loans, aggregating $183,000,000, to approximate-

ly 4,400 banking institutions in the agricultural sections of

the country; 750 loans, totalling $72,000,000, to live stock
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loan companies; and advances aggregating $175,000,000 to

cooperative marketing associations. Altogetlier, tlie loans

authorized for agricultural and live stock purposes, including

exports of agricultural products, totaled $470,000,000.

These loans strengthened the banking situation in the

country districts and relieved the necessity for forced liqui-

dation. They put the banks in position not only to carry

their farmer customers for a longer period but also to make

new loans, and were a vital factor in bringing about a

marked improvement in the whole economic situation. Bet-

ter prices for farm products, renewed activity in the farm-

ing districts, and revival of business generally were within a

few months reflected in the way in which repayments began

to flow into the Corporation.

Although the blighting effects of the agricultural depres-

sion are still in evidence, the change that has taken place

within the past year is little short of remarkable. The farm-

er and stockman are not completely out of the woods, but

their position has been immensely strengthened. The harvest

prospect is favorable, and, although there were declines re-

cently in the prices of some commodities, most staple farm

products are considerably higher than they were in the sum-

mer and fall of last year. Cotton that sold at the farm for

around 8 cents is now worth approximately 20 cents; corn

has advanced from about 20 cents at country elevator points

in the Middle West to from 45 to 50 cents; wool that sold

on the western ranges at 17 cents is now worth around '35 to

40 cents; while hogs, sheep, and cattle are not only worth

considerably more in the markets but are in greater demand

for breeding and fattening purposes.

Psychological Aspects of War Finance Work.

The task of the War Finance Corporation during the emerg-

ency involved a great deal more than the mere lending of

money. Important as were the loans of the Corporation, the

psychological aspects of the work were of even greater con-

sequence. Over-expansion, inevitably and always, is char-

acterized by over-confidence, while depressions are character-
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ized by a general and nndiseriminating lack of confidence^

intensified at times by periods of acute panic. Neither busi-

ness nor agriculture can be stabilized without, at the same

time, stabilizing these psychological factors.

If we review the public expressions, during the winter of

1919-20, of men in high positions in Government or banking

circles, we find an extraordinary absence of adequate notes

of warning. In fact, we may observe, in a general way, that

business leaders commonly lack courage in times of optimistic

over-expansion to sound the note of caution that is needed.

If they do so, they apply so many reservations that the ef-

fectiveness of the warning is largely nullified. AVhen every-

one is optimistic and the goose hangs high, no man likes to

be a prophet of evil. He fears that he may be accused of

having caused the very trouble which he predicts. But dur-

ing periods of over-confidence, a note of caution and warning,,

uttered at the proper time, is the most useful contribution

that can be made by sound economic leadership.

In times of depression, we more frequently find that men

are willing to express themselves optimistically. But here,

too, there is hesitation about making predictions regarding

the future. The average business man or banker generally

does not like, in public statements, to anticipate the facts

too far. He hesitates to jeopardize his established reputa-

tion by publicly expressing definite opinions concerning com-

ing events. He will not be praised if he is right, and he may

be placed in a more or less ridiculous light if he is wrong.

In general, pessimism follows and does not precede un-

toward events. Pessimism is rampant after a disaster; op-

timism precedes it. But to listen to the pessimists, one would

think that the prophet of evil was anticipating events in-

stead of merely recording them by his emotional reactions^

If one could plot the curves of optimism and pessimism as

exactly as one can plot the curves of prices and the volume

of production and consumption, one would find that they

follow considerably behind the material conditions. Only

the few anticipate events; the many stop, look, and listen.

after the event is passed.
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Pessimism Overcome.

A disturbed state of mind produced by financial prossuro;

a conil)inatiou of liopelcssncss and rescntnient over inability

to pay debts from the proceeds of sales at prevailing prices;

i\ sense of injustice; disappointment in the past and an ap-

parently hopeless outlook for the future were the salient

psychological facts in the situation -when the Corporation

began to function under the powers granted by the Congress.

The problem was twofold. It was necessary to furnish finan-

cial assistance quickly to large numbers of farmers and stock-

men, but it was even more vital to replace despair with re-

liewed hope and to change the inaction of a discouraged peo-

ple into the energy of restored confidence.

Considering the vast sums that are required annually to

finance our agricultural and live stock industries, the loans

of the War Finance Corporation may seem relatively small.

But the money was directed to the weak spots in the situa-

tion and helped to restore that element which is so vital to

all kinds of business—confidence. Even before the funds

of the Corporation were made available, a psychological re-

action took place and confidence began to return. The Chair-

man of one of the thirty-three agencies of the Corporation,

for example, reported that he had been able to stop the sac-

rifice of breeding herds and young cattle on the mere pros-

I>ect of relief, before a dollar of the Corporation's funds

reached his State.

The loans of the Corporation not only helped directly the

borrowing institutions and their farmer customers; they had

a much more far-reaching effect upon the banks to which

the Corporation made no loans at all. In places where some

banks were weak and some were strong, it was found that

the inability of the weak banks to serve their communities

was matched by an unwillingness on the part of the strong

banks to function in a normally confident and courageous

way. Nor is this to be wondered at. Knowing well the over-

extended condition of their neighbor banks, the stronger in-

stitutions felt compelled to consider the necessity of remain-

ing strong. The longer term rediscounts offered l)y the War



I'inance Corporation to the ovei'-extended banks, and th>'

restoration of market values following relief from forced liqui-

dation, encouraged that more normal operation of the stronger

banks and that more liberal use of their resources which

Avas warranted by the removal of the danger spots.

War Finance Corporation Necessarily Temporary.

The War Finance Corporation is essentially a temporary

agency designed to meet an emergency. Its highly centralized

form of organization, with concentrated power and resources,

was admirably suited to the grave crisis that confronted the

country. In my opinion, however, it is entirely unsuited

to the permanent banking structure of the nation.

In determining what can be done by legislation to change

or to improve and develop the machinery of banking to meet

the needs of agriculture, we are bound to be influenced bj-

the limitations of business administration. If the War Fi-

nance Corporation has succeeded in its efforts, it is because

it has been able to enlist locally the services of some of the

best bankers in the various States, working devotedly in the

public interest without compensation and in a way that can

only be expected temporarily and for the purpose of meeting

an emergency. We know that, under normal conditions, it

is not alw^ays possible to command the same talent and the

same application, or to employ the same methods, in Govern-

ment work as in private business. Under the circumstances,

if we can find a solution for the permanent financing of ag-

riculture through business channels, relying upon the Gov-

ernment only to authorize the proper machinery and to pro-

vide the necessary supervision and regulation, it will un-

doubtedly prove to be the better and more practical way.

Agricultural Financing Measures Pending in Congress.

Many measures dealing with agricultural and live stock

financing are now pending in Congress. One bill, introduced

by the Chairman of the House Committee on Banking and

Currency, is based largely upon the experience of the War
Finance Corporation. It provides, among other things, that

agricultural paper having a maturity of not to exceed nine
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months and secured by non-perishable agricultural products,

properly warehoused, shall be eligible for rediscount in the

Federal Reserve System when issued as part of a program of

orderly marketing. It gives the same privilege to nine-months

paper secured by live stock in process of fattening for market.

It declares that paper of cooperative marketing associations,

evidencing advances for agricultural purposes, is entitled tq

all the rediscount privileges of agricultural paper. The pur-

yiose of these provisions is to make more available to agricul-

ture the great rediscount resources of the Federal Reserve

System, in so far as this may be done safely and soundly.

Liquidity of Loans Depends upon Security Back of Them.

AVe all recognize the desirability of maintaining the liquid-

ity of the assets of the Federal Reserve System. The view

seems to prevail in some quarters, however, that paper, in

order to be liquid, must have a maturity of sixty or ninety

days. That view was largely imported from Europe, and

particularly from those portions of Europe which are primar-

ily industrial and commercial rather than agricultural. The

fact that the Federal Reserve Act permits the rediscounting

of agricultural paper with a maturity of six months, is only

a partial recognition of the need for a differentiation between

the time limits for agricultural and for commercial paper.

A sharp distinction should be drawn between short-time

bank paper and the question of the liquidity of the security

that underlies bank paper, long or shdrt. For instance, the

six and nine months' loans on wheat and cotton, made by

the War Finance Corporation to cooperative marketing or-

ganizations, are as liquid, from the point of view of the

security, as 90-day paper representing advances to merchants

and manaufacturers. Long-time paper may be miore liquid

as to security than short-time paper. It may not be as well

adapted as an investment for all of a bank's funds, repre-

senting deposits payable on demand; but the experience of

the War Finance Corporation has demonstrated that, when

adequate financing for the time needed is provided, staple

agricultural commodities are liquidated in an orderly way
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iind, in fact, the liquid quality of tlie security is enhanced

by a more gradual marketing process.

During the past year it was clearly shown that commercial

paper depends for its liquidity on the orderly buying of the

manufactured goods, and that this orderly bujdng, in turn,

depends largely upon a purchasing power based upon the

orderly marketing of our basic agricultural products. Indeed,

if our late experience established any definite differentiation

between the liquidity of commercial paper and of paper

based upon staple, non-perishable agricultural commodities,

properly warehoased, it established the fact that the latter

is decidedly more liquid under adverse conditions than the

former. At no time w'ere such commodities so entirely un-

marketable as were certain lines of manufactured products

upon which the so-called liquid commercial paper was based.

Eligible and Non-eligible Paper.

"While it is important to safeguard the Federal Reserve

System by proper restrictions regarding eligible paper, it is

equally important to safeguard the business of the country

by avoiding discrimination against paper which may properly

by considered as eligible. The System gave us banking elasti-

city in a way that was long necessary, but it also created a dif-

ference between different kinds of good paper. Before the

System was established paper was judged on its merits. It

was good or bad according to the worth of the maker and

the security back of it. There was no distinction between

different kinds of good paper, provided the banker or the

investor was willmg to lend for the length of time it was

issued. But now good paper is classified either as good re-

discountable paper or good paper that is not rediseountable

;

and bankers are considering their loans, even where ihey

have no intention of using them for rediscount purposes, with

regard to the requirements of eligibility.

We are too apt to think of the Federal Reserve System

only as adding a new facility and additional resources to our

banking structure. But we must not overlook the fact that,

while the System has greatly enhanced the desirability of

eligible paper, it has correspondingly decreased the desira-
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l3ility of non-eligible paper, even though that paper may be

satisfactory in every respect from the standpoint of security.

Live Stock Financing.

While modification of our banking conceptions and prac-

tices is essential to the more orderly marketing of our agri-

<;ultural products, the live stock situation presents rather

special problems. The live stock industry has never been

properly financed. It involves a turn-over of two to three

or three and a half years, and there is no "home" today for

live stock paper of that duration. It is not suitable for banks

of deposit, nor is it eligible for rediscount in the Federal Re-

serve System.

The outside capital invested in the live stock industry has

come largely from a restricted number of bankers who have

had personal contact with it. So far, the industry has not

been able to make a successful appeal on a broad scale to

bankers outside of the live stock territory who are out of

<;ontact with the business, like those in New York, Boston,

and Philadelphia—great banking centers that stand ready

to furnish capital at reasonable rates on good security. No

matter what form of organization for live stock financing

may be developed, it is essential that the industry reconstruct

its methods so as to provide that assurance of safety wliicli

will induce the bankers of the financial centers of the country

to make loans on live stock as readily as they do on other

commodities.

At the recent meeting of the American National Live Stock

Association in Denver, I pointed out some needed refoims in

the industry. I urged the Association to study the best

practices that have been developed in the various States for

the protection of titles to live stock under mortgage ; to can-

vass the best methods that have been devised for the protec-

tion of brands and for safeguarding live stock from being

stolen and shipped out of the State; and to organize and

license a corps of experienced and competent inspectors so

that if a banker making a live stock loan is not entirely sat-

isfied with the representations of the borrower, he may be
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able to obtain a certificate of inspection made under the

authority of the Association, These matters are of vital im-

portance if the industry wishes to enlist the capital of the

great money centers.

Loans through New Live Stock Loan Companies.

When the "War Finance Corporation came into the critical

situation last fall, it sought agencies through which it could

place its funds safely without too much delay and too many
practical difficulties. The banks, generally speaking, had all

tlie live stock paper they were able to carry. The large live

stock loan companies not only were fully supplied wdth paper

but were having a struggle to take care of it. In fact, both

the old loan companies and the banks were in urgent need of

relief.

When I was in the West in September a year ago, it be-

came clear that new loan companies with fresh capital were

necessary. Beginning with Salt Lake City, Cheyenne, and

Denver, and following later on with Fort Worth, Albuquer-

que, and other Western live stock centers—from Montana

and Oregon to New Mexico and Texas—we were able to get

the local bankers and business men to organize new loan com-

jjanies, each with substantial capital, through which the Cor-

poration could make live stock loans promptly and on a large

scale. Our loans on live stock total about $88,000,000, in-

cluding approximately $16,000,000 to banks and about $72,-

000,000 to loan companies. The greater part of the $72,000,-

000 was placed through the new companies.

When the need for new loan companies was apparent, the

problem was where to get the necessary capital. The banks

in some States subscribed very liberally. In fact, the capital

of some of the companies came almost entirely from banks.

While loans of the longer duration are not suitable, in un-

limited amounts, for banks whose deposits are payable upon

demand, nevertheless many banks are closely affiliated in

their current business with the people interested in the grow-

ing end of the industry. From the fact that when called

ufjon they helped to organize the new companies, it has been
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brought home to us that an amendment to the National Bank-

ing Act might not be out of order, an amendment by which

the national banks would be permitted to subscribe to the

capital of live stock loan companies, such companies to be

subject to Federal banking supervision. This would not be an

entirely new idea, because a somewhat similar amendment

was contained in the Edge law, which was passed in Decem-

ber, 1919, when the maintenance of our export trade seemed

to be the most important thing from a financial point of view.

I believe that live stock loan companies, organized and

owned locally, are the best agencies through which live stock

loans can be placed. They will, in my opinion, prove to be

more helpful than loan companies operating over unduly

extended areas, and they should be able to attract capital from

the more distant points on a sound basis and at reasonable

rates.

Land Credits.

There has never been a satisfactory market for mortgages

on land that is devoted to stock raising, no matter how well

suited for the purpose. Although the valuations per acre are

small, stockmen have been compelled to pay high rates of

interest on ranch mortgages, and even then it has been dif-

ficult for them to get money. This was especially true a year

and a half or two years ago, when competition for capital

forced up the price of financial accommodation so that even,

the best borrowers had to pay high rates on liquid securities.

The market for land mortgages was at a great disadvantage^

and this situation was undoubtedly responsible for some of

the congestion in the banks of the live stock territory, because

they became loaded down with land loans. In many cases,

they did not intend to make land loans; they merely financed

the current operations of the stockmen, but as these opera-

tions did not return the money loaned and frequently in-

volved heavy losses, they took mortgages on the land as se-

curity.

The Federal land banks have increased the scale of their

operations during the past year. They are now making loans

at the rate of approximately $18,000,000 a month, as against
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a]30u.t $12,000,000 la.st fall. But in certain States, like Wyom-
ing, Montana, Colorado, New Mexico, and Texas, the need

lor mortgage money has not been adequately met b}' the

Farm Loan S^'stem because of the limitation which prevents

the land banks from lending more than $10,000 to any one

borrower. That amount would not be very helpful to the

"Western grain farmer who cultivates an extensive acreage,

nor to the stockman whose ranch, to be an economical produc-

ing unit, must be conducted on a fairly large scale.

Recently a number of additional joint stock land banks,

Avhich are authorized to lend from $37,500 to $50,000 on one

holding of land, have been formed in the Western States,

and they are meeting a very definite and pressing need.

Furthermore, with the general improvement in the financial

situation, private investors and great lending institutions,

Av'hich were attracted away from farm mortgage loans by the

inducement of higher rates for commercial paper and short-

time securities, are rapidl}' coming back into the market for

such loans. In many districts a larger supply of money on

land at reasonable rates will be very helpful to the banks,

and through the banks to the farmers, because it will result

in the transfer of unliquid, so-called frozen, loans out of the

banks, where they do not belong, into the hands of long-term

investors, where they do belong, and will thus make it easier

for the banks to finance the current agricultural needs of the

farmers.

Cooperative Marketing' Associations.

One of the most significant developments in the marketing

cf agricultural products in recent years is the growth of the

cooperative nio^^ement. Through further development along

tills line we may expect to see a definite improvement in our

whole system of distributing farm commodities.

Generally speaking, the American producer has been forced

to sell his crop hurriedly and at the time of maximum supply.

Vv'ithin three or four months almost the entire production

has passed out of his hands, though twelve months are re-

quired for its consumption. The farmer's credit matures in

October or November. The merchant, who has provided him
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with supplies and equipment on credit, finds his own bills,

maturing during the same period, and presses the farmer for

X)ayment. There is a call for cash all down the line, from the

correspondent bank in the city, from the country bank, and

from the merchant. As soon, therefore, as the crop is har-

vested, it is rushed to market.

But the cooperative marketing associations are gradually

overcoming this situation. In the hands of the individual

farmer, his products have often been little more than an

offset against debts contracted in order to carry on his pro-

ducing operations. Jn the hands of the cooperative associa-

tion, they can be assembled in quantity, graded and W'are-

housed, pledged as collateral for loans, and marketed in an

orderly way. The farmer is thus relieved of the necessity of

selling during the annual "low" of the market, and dis-

tribution is adjusted to consuming demand.

Cotton Situation Reached through Cooperatives.

In the midst of the Avorst depression that the cotton indus-

try has suffered in many years, it was through the cooperative

marketing- associations that the War Finance Corporation de-

veloped plans for extending assistance to the industry on a

comprehensive scale. In the summer of 1921, when cotton

Avas quoted at around 8 cents a pound at country points and

when business throughout the cotton belt was in a demoralized

condition, the Corporation made its first large loan to air

association in Mississippi on 100,000 bales of cotton. The

cotton was classified by the Association according to grade

and staple and placed in bonded warehouses under inspection.

The loan enabled the Association not only to make advances

to its members for their urgent financial needs, but also to

market the crop through a greater portion of the consuming-^

year instead of forcing it on a demoralized market.

Within a week or ten days, other loans were authorized on

a similar basis to cotton cooperatives in Oklahoma on 200,000

bales and in Texas on 300,000 bales. There immediately fol-

lowed a radical change in the cotton situation. Confidence

was restored, other avenues of credit were opened up, buyers

began to resume purchases on a liberal scale, and more normal
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conditions, both with regard to prices and volume of business,

ensued. The change nvas promptly reflected in improved

general business throughout the South.

Cooperative Movement Spreading.

The success of these cotton cooperatives has encouraged the

spread of the movement; and many new associations have

been organized for the handling of cotton, wheat, tobacco, rice

and other staple products.

The War Finance Corporation has already authorized loans

totaling more than $110,000,000 to cooperative marketing as-

sociations to assist in financing the orderly marketing of the

1922 crops. It is expected that only a portion of this amount

will be actually advanced and that the banks in the interested

districts will do the major part of the financing for the as-

sociations. That is what happened last year. While the

Corporation agreed to lend approximately $64,000,000 to co-

operative marketing associations in all parts of the country,

on such products as cotton, wheat, rice, peanuts, and tobacco,

only slightly more than $18,000,000 was actually used. It is

gratifying to note that this year the large Eastern financial

centers are showing a decided interest in the financing of

such associations, and considerable amounts will be made

available from these centers in addition to the advances pro-

vided by the local banks.

Management a Vital Factor.

Cooperative marketing associations have a definite place in

our economic structure. If they are soundlj^ organized and

comijetently managed, they are bound to be helpful not only

to the agricultural interests themselves but to the business

of the country at large. Management is as vital a factor in

the success of cooperative enterprises as of any other business

organization. Without good management they cannot estab-

lish and maintain that degree of confidence in the soundness

of their operations which is absolutely essential. I am glad

to say that the relations of the War Finance Corporation with

the associations to which it has made loans have been satis-

factory. They have met the requirements and regulations
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of the Corporation in a whole-hearted way and have con-

ducted their operations in a thoroughly businesslike manner

in almost every case. They have not only made considerable

progress in bringing about more uniform grading and classi-

fication, furnishing a better basis for credit and insuring the

more efficient handling of the product, but they have erected

machinery which will greatly facilitate the gradual, orderly

distribution of the products of their members.

Many plans have been proposed in this countr}^ for financ-

ing the farmer. Most of them have involved the theory of

cooperation, but many have had little in common with the

selling cooperatives as they have developed in America. The}'

have been based rather on the principles of the European co-

operative credit societies, or upon some other type of coopera-

tive agency that has not been tried out here. There may bo

a place in the older and more densely settled communities,

mider State authorization and State supervision, for systems

of credit unions similar to those that exist in Europe, but

tlie large cooperative marketing associations, as we know them,

have grown up naturally in response to our own peculiar

needs and economic conditions.

Keynote of Policy for Agricultural Financing.

Agricultural financing must be based, first of all, upon the

fundamental facts of American agriculture and, second, upon

the existing economic and financial structure of the country.

Not to meet the first requirement is to force agriculture into

the impossible position of endeavoring to make production

and distribution conform to banking practices. Not to meet

the second is to weaken rather than strengthen the financial

machinery of the nation.

The keynote of our national policy should be the develop-

raent of the usefulness of the Federal Reserve System to the

maximum. New machinery should be held to the minimum.

The Federal Reserve System is, and should remain, the. great

banking rediscount organization of this country. Nothing

should be done to impair its strength; everything should be

done to extend its usefulness in proper ways. It would be
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uneconomical and unsound—it would be the height of follj^

—to set up other agencies for doing the things the System

can and should do. Not only that, but agriculture is entitled

to the best banking rediscount facility, and it should not be

satisfied with a second-class facility, such as is contemplated

by some of the measures pending in Congress, when the ad-

justment of the eligibility rules of the Federal Reserve Sys-

tem to the business involved in the orderly marketing of

agricultural products would give it a first-class facility.

Paper based upon the security of non-perishable commod-

ities should be made eligible for rediscount for the length of

time necessary to market a season's product before the next

harvest. It is idle to designate as speculation the carrying,

of agricultural commodities by farmers or farmers' organi-

zations for orderly marketing, or to say that by forcing the

products out of the hands of the producers speculation will

be avoided. Somebody must carry crops between seasons. We
eat bread the year around, but wheat is planted, cultivated,

and harvested within a few months. And so it is with other

farm commodities. When an agricultural product has been.

produced, either the consumer must buy it and carry it until

it is actually needed, or the dealer who supplies the consumer

must do so, or the jobber must stand between the producer

and the manufacturer who ultimately takes it for distribution

to the consumer, or, going back still farther, the producer

himself must find ways and means of carrying his product

and marketing it gradually.

Those who object to adjusting the eligibility rules of the

Federal Reserve System to the time required for the orderly

marketing of agricultural products seem to fear that the

soundness of the System will be jeopardized. But the System

suffers from friends as well as from foes—those who defend

its every act and policy and who stand for the immutability

of its present law and regulations may be as harmful as those

who are extreme in their denunciation of the part played by

it in the collapse of commodity markets and prices. The true

friends of the Federal Reserve System are those who arc

willing to see its machinery adjusted along sound lines to.

meet changed conditions, both in this country and abroad.
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Difficulties Involved in Dual System of Banking.

Our national policy should not only look toward the further

development of the Federal Reserve System; it sliould recog-

nize also the fundamental importance of welding into a closer

and more harmonious unit the different elements that make

up our banking structure. The recent crisis brought to light

many difficulties in connection with our dual system of bank-

ing.

The United States is a union of sovereign States and from

the beginning each State has liad its own banking machinery.

In the early stages of our national life, central banks were

chartered by the Federal Government on two occasions. But
each bank went out of existence at the expiration of its

charter for political reasons or on account of the opposition

of the State banks. On February 25, 1863, the National

Banking Act became law, and on October 1 of the same year

66 national banks had been organized. Two years later the

number had increased to 1,566, and the National banking sys-

tem has continued to expand until today we have 8,154 na-

tional banks. The number of State banking institutions also

has continued to increase and now there are approximately

22,600, of which 21,000 are functioning solely under the juris-

diction of the various States.

Non-member Banks Seek Assistance in Times of Stress.

With the establishment of the Federal Reserve System in

1914, the national banks became members of the System. Not-

withstanding the fact, however, that more than 11,000 State

institutions are now eligible for membership, only about 1,600

have joined. And yet in times of stress the non-member banks

are in greatest need of access to a central reservoir of credit.

This is conclusively proved by the experience of the War
Finance Corporation during the past year. Approximately

85 per cent of the banks to which the Corporation has made
loans are State institutions and only about 15 per cent are

national banks. In terms of dollars, the loans of the Cor-

poration to State banks constitute 80 per cent of the whole.

And these figures do not take into account the large advances
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made to live stock loan companies which are orgaui/cd under

Stale laws. The fact that two-thirds of all the banks in th(!

country, representing 30 per cent of our total banking re-

sources, have no direct relation to the Federal Reserve Sys-

tem is undoubtedly responsible, in part at least, for some of

our recent difficulties.

Many causes are assigned for the failure of such a large

proportion of the eligible State banks to enter the Federal

Reserve System. I will not undertake to enumerate these

f auses here. You are as familiar with them as I am. Though

many State banks have remained out of the System because

tliey object to its supervisory powers, yet they do not hesitate

to advocate a rediscount system operating with funds fur-

nished, directly or indirectlj', by the Federal Government,

ignoring completely the fact that any such system will neces-

sarily carry with it the banking supervision of the Federal

Government.

Fui'thermore, we all know that State banks and State bank-

ing officials are frequently' jealous of their autonomj^ and

authority. Let me cite one case in point: Two State banks

in the West made application to the War Finance Corporation

for an advance. These banks found themselves in a difficuk

situation and were in urgent need of funds to tide them over.

The Corporation decided to ask the Comptroller of the Cur-

rency to make an examination of the banks. The law under

which we operate, I may add, specifically authorizes such ex-

aminations, provided the consent of the banks concerned is

obtained. But within a short time we received a letter from

the Banking Commissioner of the State protesting against the

action of the Corporation, although apparently he was en-

tirely willing that the banks under his jurisdiction should

come to the Federal Government for financial aid.

Competition between State and National Banking Systems.

The State banking laws frequently permit practices which

national banks cannot legally engage in. This is creating

competition between the two systems which cannot be regard-

ed as wholesome and may lead to the gradual weakening of

both. The question of branch banking is one that is causing

20



considerable discussion at the present time. Some of the

States permit branch banking on an unlimited scale. As a

result, agitation is now going on for an amendment to the

National Banking Act to put national banks on a par with

State banks in this respect. Branch banking may be good

or it may be bad. It may be good if carried on in a limited

v/ay; and bad if permitted on an extensive scale. But whether

it is good or whether it is bad, branch banking should be

considered on its merits and should not be the product of

competition in the endeavor to expand either the State or the

national banking organizations. The competition that exists

at the present time between State and national banks can-

not fail to remind one of the competition that prevailed a

generation ago among the various States seeking to become

domiciles for corporations—a competition that was based up-

on the laxity of the laws governing incorporation. Nothing

could be more disastrous than competition between the State

?,nd national banking groups based upon competition in laxity.

Banking supervision naturally varies, in form and degree,

i)i the different States. "\Miile in some it is quite unexcep-

tionable, in others experience has shown that it is on a low

level of efficiency. And there is one important class of financ-

ing institution that is not subject to any banking super-

vision whatever, either State or national. I refer to live stock

loan companies, w^hicli in numerous cases have made advances

ranging from ton to twenty times their capital. This situa-

tion is one that should not be permitted to continue. No

reason is apparent Avhy such financial institutions should not

be subjected to supervision similar to that imposed upon State

and national banks.

We are at a parting of tlie ways, and now is the time for

us to determine the direction in which wc arc going. We
must decide whether we shall continue tlie more or less hap-

h;izard development of our banking machinery, or whether

(iir action shall proceed along lines based upon a compre-

hensive view of the needs of the country, bringing our entire

banking structure and resources into a more harmonious and

unified organization. The subject is one that demands the

earnest and thoughtful consideration of the members of the

American Bankers Association.
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